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- Personal Income Tax
Dividends Received from Regulated Investment Companies

Questions have been raised concerning the income tax treatment of dis-
tributions (dividends) received by individual shareholders (investors) from
regulated investment companies, particularly from money market funds
whose assets are wholly or in part invested in U.S. Government securities
or other obligations of the United States. Specifically, the question raised
is whether that portion of the dividends paid by such funds which is derived
from interest on securities or obligations of the United States is exempt from
Delaware tax.

For Federal income tax purposes, interest on U.S., Government securities
and obligations is includible in Federal adjusted gross income and subject to
Federal tax, In computing Delaware taxable income, Section 1106 (b) (1)}, 30
Del. C., provides for a subtraction from Féderal adjusted gross income of in-
terest on obligations of the United States or of any authority or instrumentality
of the U.S. For this purpose the term '"obligation" means a debt obligation or
security issued by the United States, or an instrumentality thereof, in the ex-
ercise of its borrowing power, which obligation is backed by the full faith and

credit of the United States.

Pursuant to the foregoing, all interest received on obligations of the U.S.
purchased and owned directly by an individual taxpayer is excludible from
Federal adjusted gross income and hence is not subject to Delaware tax.

However, dividends received fromamoney market fund or other regulated
investment company is subject to Delaware tax to the extent such distributions
are includible in Federal adjusted gross income. The stockholder (investor)
owns shares in the fund, but does not own directly the U.S. obligations purchased
by the fund. Accordingly, any portion of the dividends attributable to interest
on such obligations cannot be subtracted under Section 1106 (b) in determining
Delaware taxable income and is therefore subject to Delaware tax.
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